Since the outbreak of the financial crisis in 2008, China's money supply has been increasing in the context of serious international monetary crisis, which had caused the problem of domestic inflation and become a threat to China's economic development. China's economic structure and development determines that domestic inflation is highly vulnerable to external shocks. At present, the relationship between China and the world is deepening, and economic reform is imperative. This means that the influence of international currency, capital and commodities will have a certain effect on China's economy and inflation through certain transmission mechanism. This paper mainly analyzes the influencing factors of inflation from comprehensive domestic and external shocks in China by quantitative research, and to reveal its main causes in order to put forward the corresponding policy suggestions and promote the healthy development of the national economy.
to alleviate the downward pressure on China's economy, China has maintained a moderately easy monetary policy. In a short period of time, China's economy has shown a recovery situation and its economy has gone through the most difficult year. But at the same time, due to excessive monetary growth and the international shocks, inflation problem has risen. China was facing a rapid growth in money supply, which influences residents living, business investment and other aspects of the economy.
It can be seen from Figure 1 that since 2008 China's generalized M2 currency circulation has been in rapid increase and the total growth of more than 300%.
We can see that China's M2/GDP was larger than 2, which means that the M2 currency is much larger than the real need of economic development.
China's inflationary pressures are not just the result of the rapid growth of money supply, but also the result of domestic and foreign economic factors. In an open economic environment, import and export trade, foreign investment return is lower than the domestic and the inflow of foreign capital are likely to further exacerbate the impact of inflation.
Based on situation, this paper aims to explore the causes of inflation in China by empirical research combining the endogenous and external shock factors, and finally provides some policy suggestions on inflation.
This study is divided into four additional sections. Section 2 is dedicated to a review of the literature concerning the effects of increasing rise of M2 stock and the relative theory on the money issue. Section 3 provides a description of the sample and of the methodology adopted. Section 4 shows the results of empirical research and the last section contains the discussion of the results and conclusions and provides the responding countermeasures.
Literature Review
The study of inflation first appeared in Keynes's "Employment, Interest and Money", Keynes (1936) .
It is argued that the volatility in investment demand in aggregate demand is 
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M2/GDP much greater than the demand for consumption, so that the expansion of investment demand will take the role of multiplier and eventually lead to rising prices and inflation. The father of monetarism Friedman (1963) in the American currency history put forward the famous conclusion: the essence of any inflation is the overweight of currency issue, while the money supply is the primary engine of economic production.
Concerning the relationship between money growth and inflation, L Benati in the study investigate the correlation between inflation and the rates of growth of narrow and broad money in the United Kingdom since the 19th century [1] .
Empirical evidence points towards a remarkable stability across monetary regimes in the correlation for longer-run trends in the data, but some instability in the short to medium term. Additional evidence from the United States confirms the overall stability of the correlation for the longer-run trends.
DE Rapachuse a structural vector auto regression framework to analyze the effects of a permanent change in inflation on the long-run real interest rate and real output level in 14 industrialized countries [2] . Long-run monetary super neutrality is rejected for all 14 countries using annual data: the results indicate that a permanent increase in inflation lowers the long-run real interest rate in each country; a permanent increase in inflation also increases the long-run real output level in a number of countries.
Zhengquan, He suggests that the US quantitative easing policy will raise the price of commodities to China, and will affect China's monetary policy effect [3] .
Zhang Liqing pointed that the US quantitative easing policy will eject a lot of liquidity into the emerging market economies, and may have a negative impact on it [4] .
In summary, the influencing factors of inflation are multifaceted in domestic money supply factors and the impact of external shocks. Therefore, based on the existing theoretical on the causes of inflation, this paper makes an empirical test on various concerning factors causing inflation, and provides some policy countermeasures. 2) China's inflation variables CPI. The index of the price commonly used is CPI and PPI, CPI is better reflected the price and the cost of home living standards and is more commonly used in the aspects of resident view. Thus the paper select the CPI as a variable index of inflation.
Variable Selection and Data Description
3) The impact of external impact variables. External shocks are also important factors driving China's inflation, such as the United States easing policy. During the financial crisis, the United States implemented four QE, the dollar's over supply caused federal interest rate at near zero level. Because of a low level of return, international hot money has also poured into China's higher return on investment projects. At the same time, the rising price of international commodities has also pushed up the pressure of cost-driven inflation.
In summary, the variables include: China's broad money supply (RM2), China's consumer price index (CPI), USD/RMB exchange rate (EXR), foreign direct investment (FDI), international commodity price index (CRB), China Foreign Exchange Reserve (RES).
(B) Data description
The data of this paper are analyzed by monthly data respectively. The data was collected from the website of the People's Bank of China, the official website of the Federal Reserve and the WIND database.
Empirical Test
Smoothness Test
In the process of establishing a VAR model for time series, it is necessary to determine whether the time series is stationary, otherwise it will lead to regression problems. First, we conduct the unit root test to determine the smoothness of the variables. Taking a significant level of 5%, the results shown in Table 1 . 
Cointegration Test
The time series must have a integration relationship in the long run to establish the VAR model. That is, there must be a long-term equilibrium between the variables relationship so that the establishment of the VAR model has a stable connection. Therefore, the need for covariance test variables exists.
First we determine the optimal lag of the VAR model. The result was as shown in Table 3 . Table 2 indicates the optimum lag period under different criteria. It can be seen from the data in the table that most criteria show that the optimal lag period of the VAR model is 7. Thus, the order of the determined cointegration test is 7.
Followed by cointegration test, the results shown in Table 3 . 
VAR Test
The VAR test results are listed in Figure The impulse response function method mainly describes the dynamic effect of the model on the system when subjected to some kind of impact. The response variable of CPI is selected for each variable, and the dynamic change time interval is 24, and the solid part is the impulse response function curve.
From the impulse response function chart, CPI response to the commodity price index, the dollar/RMB exchange rate, foreign direct investment and trade balance is more intense. The inflation index has a high sensitivity to the commodity price index, and the CRB has a positive impact on the CPI. It can be seen that the rise in the price level of the world's major commodities, including energy, grain and other raw materials, has pushed up the cost of production in the domestic manufacturing industry and thus reacted to the final commodity,
forming an input-type inflation. The change in exchange rate also confirms this, China's long-standing trade surplus and the appreciation of the RMB is expected to accelerate the international capital, channeling investment or international hot money flow into China, which led to an inflation. CPI is also positive for the impulse response of the trade deficit, while reflecting a longer time lag. Note that the CPI response to China's money supply is small, indicating that the increase in money supply has a significant impact on the CPI is insignificant.
Variance Decomposion
To see variance decomposition based on VAR. From the impulse response diagram, we can intuitively see the impact of various factors on inflation, including the domestic money supply factors as well as external impact effect. The data reflects that China's inflation is greater influenced by external factors. Further variance decomposition of CPI, the results shown in Table 4 .
From the variance of the Table 4 , the consumer price index of its own interpretation is the largest, the value ranges between 67% and 99%. The postponement of the commodity price index gradually increased to 7%, the trade balance increased to 8%, and the variance contribution of the US dollar/RMB exchange rate was 6%. In view of this, the external factors accounted for a large proportion of the causes of inflation, and these factors in the latter part of the variance has the larger contribution, indicating that inflation in the international transmission to the country have a certain time lag.
Conclusions and Inflation Response Policy Recommendations
(A) Improve the efficiency of resource use, to resist the impact of rising external costs
From the empirical analysis, the US dollar QE brought that caused the rise in international commodity prices has an impact to China's inflation. In the future, China's economic development will continue to increase the demand for resource products, and China still relies on resource import in many fields [5] .
Therefore, the long-term strategy is to improve the efficiency of resource utilization and actively develop alternatives energy to resist external costs. At the same time, enhancing the pricing power in the international commodity market is also an effective way to cope with rising commodity prices. For important energy, it is vital to strengthen international cooperation and investment, which is a reasonable use of large foreign exchange reserves.
(B) Accelerate the transformation and upgrading of the economy, optimize the export structure
The low value-added value of primary products in China has been a major obstacle to the economic development. There are still serious problems such as overcapacity. These industries are urgently required to upgrade and upgrade our economy, increasing the proportion of service industry and gradually improve through independent innovation, product pricing capacity and reform of China's industrial structure. Additionally, China should take the initiative to control the long-term trade surplus by implementation of active and effective fiscal policy. It can manipulate macro-control measures gradually to decline the reliance on the export trade, and carry out stimulation of domestic demand to control unnecessary export trade surplus.
(C) To accelerate the process of internationalization of RMB, improve the exchange rate formation mechanism Currently, dollar is still the world's main settlement currency. The dollar's 4 rounds of QE have significantly pushed up the international commodity prices, and had a negative impact on China's imports. At present, the voice of internationalization of RMB is becoming more and more intense, and the internationalization of RMB has been continuously improved. This is an important moment when we seize the opportunity to speed up the process. By speeding up the opening degree of the financial industry, signing the RMB settlement contract and actively participating in the multilateral cooperation between the regions has made the international status of the RMB higher [6] . At the same time, China should adhere to the principle of the initiative to enhance the flexibility of exchange rate formation, implementing a more transparent and more marketoriented exchange rate system.
(D) Improve the ability of conducting monetary policy
Since the financial crisis, in order to cope with the downward pressure on the economy, China adopted a more lenient monetary policy, which included a large amount of capital injection to stimulate industrial development. Although in the short-term it has achieved the desired effect, preventing the economic contraction, but under the spread of the international currency shock, China's inflation is more and more obvious, and ultimately restricts economic development.
These problems put forward higher demands on the central bank's monetary policy operation. The central bank should strengthen the monitoring of the quantity and price index and develop the multi-channel means to deal with the threat of inflation so as to adapt the money supply to the actual demand of economic development.
